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I, THE CHAIN DRUG STORE BUSINESS

1. Developnent and Ficld for Expansion

The chain drug stor. business has shown a remarkable growth in rccent
years. At proscnt the four leading drug storc chhinsg operate about 1,100 stores
as congared with 463 storces in 1925 and only 185 stores in 1916. Wwhile this
growth has beeon cextroordinary, the chain drug store business still appears to
offcr greater opportunitics for cxpansion than almost any other import:nt chain
storc fiuld. According to the yrolininary United Stites Consus of Distribution
conducted in eleven roprusent tive citius in 1926, chain drug sales represcnted
only 29.9% of thc totzl rotnil drug business, as comparcd with the following
pereentages for othor import-nt chain storce ficlds:

Per Cunt of Total
Rot:il Business

TIyec of Chain Controllcd
Variecty 70.7%
Shoe 51.8
Grocery 41.3
Cigar & Tobacco 35,5
Restaurant 33.6
Degartuent Store 33.0

In 1928, according to the Chain Storc Resenrch Burcau, 523 chain drug orgnnizations
operated 4,053 stores, or sbout 7 1/2% of the total roetnil drug storcs (a2bout
55,000) in thc country, while chain drug s=les aggregated 2bout {:350,000,000, or
about 20% of the total rctail drug busincss.

Chain drug store dovelop.ment has so far been confined to the large cities,
and has not penetrated to any cxtent into the smaller towns. A survey conducted by
the "Druggists' Circular" showced thot about 76% of the drug storus operated in
chains of 10 or morc units, =nd about 60% of 211 drug chuins ore located in citics
with a population of 100,000 or over. In & survey covering 121 cities of various
sizes, with a ninirua population of 25,000, it was found that in only & cities -
nanely Akron, Ohio; Alaueda, Cal.; Salt Lake City, Utah; Canton, Ohio; and Philadcl-
phia, Pa. - had the drug chains sccured 50% or nmorc of the totzl retnil drug out-
lots. The najority of chain drug stores are located in the st tes east of the
Mississipyoi and north of the Mason and Dixon linc, and only 11 cut of the cntirc 48
states have over 103 drug chain outlets. It is cvident, thercfore, that the chain
drug storc business has an cnormous ficld for oxpansion.

2. Conuotition

The nodern drug storc chain operates in a highly competitive ficld.s No
departaent, cxecepoting the pruseription, patent nedieinc and raw-drug degortnoents,
is free fron the competition of organizations, not in the drug ficld, but carrying
nerchandise identical to that handled by the nodern drug storc chzin. Cigars,
cigarcttes, candy, soda, luncheonctto, clectric i, plianee and book dejartnents, all
ropresent lings in which chain stores have already spceizlized. Rubber goods,
bristlc goods, novelty uncrchandisc such as fountain cns, kodaks, sheet and rccord
masie, hosicry, lcather goods, thernos bottlos, glassware, toys, ctes., 21l are
carricd by departient and nunorous othoer storos. Toilet articlos, foncy goods,
porfuncs and cosnctics, hair tonics, faeial creans, lotions, mouth washes,
dentifrices, dcoderants, depilatorics, disinfoectants, antiseystics, rouges, ete.
all are carried by variety and departient stores.

If price apoeul was the prineigsal essential of drug morchondising, the
nodern drug store chains could not very well compcte with variety chains such as
F. W. Woolworth, However, cfiiecicnt nmerchandising rather than price agpeal aspears
to be the deternining factor in drug-chain compoetition. In faet, drug store chains
cannot offer :much norc attractive pricos than the indeendent druggist, dué to the
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development of indcpendent cooperative buying cssociaticns and wholesale distribut-
ing agencies. Pricc appeal, howcver, is only sccondary to efficient drug merchan-
dising.

3, Margin of Profit

An approximation of the perccentages of salcs and gross margins of profit
in various departments of 2 modern drug store chain in New York City, according to
the Chain Store Research Burcau, is as follows:

Per Cent of Gross Mergin
Department Total Salcs of Profit
Sode Fountain & Lunchconette 55% 49%
Toilet Goods % Proprictaries 20 ©5-38
Prcseriptions 15 237
Patent iledieincs 15 20 1/2
Rubber Goods, Sundrics, etc. 10 66-91
Cigars, Cigarcttes, Candy % Stationery 5 g2 1/2
Novelties & Miscecllancous S 45-66
Total 100 45

While the average gross margin of profit of a moderm drug store chain in .
New York City is about 45%, national drug chains have a lower margin of profit. |
Louis K. Liggett Company's gross proiit is understood to be betwecen 30 and 35%, |
while that of Walgrecn Co. is azbout 40%.

0f the above secven deportments, two are the "leader" departments upon
which the chain diug store price appecl is based, namely, the patent medicine
department, and the cigars, cigarcties, candy and stutionery cdepartment. These two
departments show the lowest gross margins of profit on sales. Only about 18% of
the total merchandise sold throush drug store chains, however, is retailed under a
25% gross margin of profit.

The marked success of the modern drug store chain is largely duc to the
high margin of profit it obtains as comparcd with other roctail chains. The main |
roasons for this high margin of profit are:

1. The "professional " atmosphere of the store, vhich permiis beticr
prices to be realized at the soda fountain and the non-drug departments.

2. More "blind" articles (namely, merchandise the consumer has no defi-
nite stondard to judge values upon) arc sold than in any other ratail stores.

It has been estimatod thatthere are about 50,000 itoms distributed today
via chain drug stores. Onc important chain drug org-onization carrics 8,000 itcms
in an average storc. In fact, thc modern drug store chain is rually a "baby" depart-
ment storc and rostaurcnt chain, working cightcen hours 2 day and soven days a weck,

4, Leading Companices

The choin drug store busincss today is largely concentrated in the hands
of four leading compenies: Louls K. Liggett Company, walgrecn Co., The Owl -rug
Company, and Pcoples Drug Storcs, Inc. The sales of thesc four companics in 1928
amounted to about 125,000,000, or over 35% of the total chain drug storc sales of
the country. The rclative position of these companies in the industry is shown here:

No. of btorcs Salcs
As at July 31 Percent Per Cont
Name 1929 1928 Incrcase Est. 1929 1928 Incrcosc
Louis K. Liggett Co.* 549 483 18.6% 473,500,000 $64,000,000# 15.0%
Walgreen Co. ; 324(a) 205(z) 58,0 48,000,000 51,389,313 53.0
Owl Drug Co., 104 101 3,0 18,500,000 18,085,545 £:0
Pcoples Drug Storus,Inc. 168 78 1] 15,800,000 11,342,604 40.0
# Whollv-owmad subsicdiarv of Dme, Tne, # Fatimatad

(2) Includcs seomomical Urug Co.

The abeve informasion has boen obtaiuod from sowrces we oensider rellable, but no errors, smissions or misstatements shall pive riso to amy right or elaim against us,
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Louis K. Liggett Comuany and Wolgreen Co. are the only national drug store
chains. Their storcs are located in noest of the important citics of the country and
their names are nationally known. The Owl Drug Conpgony and the Peoples Drug Stores,
Inc., on thc other hand, arc loeal choins. Owl Drug soncentratcs on the Paéific
Const, whilc Peoples Drug speciclizes in the territory surrounding Washington, D.C.

Louis K. Liggett Compony is entircly owned by Drug, Inc., which is also
engaged in the nonufacture of pharmaccutieal and allied products. Vealgreen Co. is,
therefore, the only national drug stor: chain, whosc shares arc direetly avoilable
to the _ublie. The fact that it is also the fastest growing drug store chain in the
country nakes 2 study of the conpany articularly intercsting.

II. WALGREEN CO.

1. History and Busincss

Walgreen Co., the scecond largest drug storc chain in the United Stotes,
was originally started in 1902 by ir. C. R. Walgroen, with a single drug store in
Chicago. The prescent Conpany was incorporated under the laws of Illinois in 1909,
when it had two storus. Since that tine the Company has steadily increased the
nunber of its storcsy and the busincss has cexpoanded both in total volume and in
s2les per storce, as shown by the following tables

Average Number of Sales
Year Stores Opcrated Total Sales per Store
1916 8 $ 270,000 $ 33,750
1918 12 600,000 50,000
" 1920 19 "1,550,000 81,579
1922 23 2,173,320 107,536
1923 36 3,614,349 100,399
1924 50 5,586,443 111,729
1925 89 9,319,794 135,069
1926 96 13,494,878 140,572
1927 135 20,892,957 154,763
1928 190 31,389,313 165,207
1929 324 4845000,060#
— ié, 611, 640 Ifhoee
#* A s at July 31, 1929 (including Econonical Drug Co.) # Estinated

During the past ycar thce Company has carried out a vigorous expansion
policy, both in opecning neow stores and in acquiring existing chains. On July 31,
1929 the Company operated 324 stores, as comparcd with 205 stores on July 31, 1928.
Since July, 1928, the Conpany has acquired the following existing chains.

Chain Acquired Location Date Acquired No, of Storcs
Goorge B. Evans Co. Philadelphia, Pa. Oct. 1928 8
Goldsnith Bros. Indianapolis, Ind. Dec. 1928 12
Linck Drug Co. Kansas City, Mo. Mar. 1929 7
West Drug Co. Grond Rapids, Mich. Mar. 1929 3
Court Housc Pharmacies  Houston, Tex. A.re 1929 9
Sun Diug Co. Denver, Col. May 1929 p 3

Total 50

On July 31, 1929 the Compony oporated 324 storcs, located in about 50
cities, inecluding Chieago, Milwaukee, St. Louis, New York, Indiannj.olis, Denver,
Konsas City, Houston, Rochester, Grand Rajsids, Minneapgolis, St. Paul, Memphis,
South Bend, Columbus, Lonsing, Louisville, Sioux City, Philadclphia, Pittsburg,
Detroit, and Omahc. The Company has about 135 storcs in Chicago, 21 in Milwaukes,
19 in St. Louis, and 14 in the New York metropolitan area. The Company plans to
opcn 14 new stores in October.

~ Bosides its own laboratorics for the manufacture of creams, pastes, por-
funes and pharmacoutieals, the Company owns two creameries, one at Holgate, Ohio
and onc at Shelbyville, Illinois. It also owns 7 ice crean plants located in
Chicago, St. Louis, Minneauolis, Denver, Rochester, Philadclphia and Columbus. The
Congany recently purchased a site in Long Islond City, N.Y., on which it plans to
erect a large warehouse to be uged for the manufacture of ice crean and the distri-
bution of drugs and toilet articles to its chain of stores in the metropoliton area.

The abeve intormation has been chbiaimed frem sourecs we consider reliable, but Mo errors, omissions er mHsstatements shull give rise to amy rignt or olaim ageinst ue.




Vinlgreen Co. - 4

At present the Company has obout 5,500 eryployccs.

€. Storc Operation and Merchondising Policics

The sucecss of the Company has buen largely due to the cxecllent location
and attractivc character of their storas, coupled with modern drug store merchandis-
ing policics. Chain drug storus, in goneral, regard pedestrizn transicnt traffic
as the most importont factor in sccuring good locations. Proctieally 2ll Liggett
storcs arc located whese crowds arc const ntly moving »ast the store site. The
smaller chains, on the contrary, locatc in districts with o more residentisl char-
acter, where they can obtain a consider:ble community proescription trade.

Walgreen Co., howcver, combines a good transicnt trade with community or
rosidentisl patronage. Mr. C. R, Wolgroen says, "We have no muchanieal rule, no
clocking of passcrs-by. We have the corncr reported, of coursc, but our scerct is
the appllieation of psychology ~nd common sunsw. If we go into a nocighborhood, we
degire a densc population to bock un the store. We do not want to pioncor. A good
location is onc of the most importont factors in success."

Walgreen storcs arc large nnd spacious, usuclly being characterized by
smill or medium-sized fronts but spacious storc intoriors running back 70 to 100
fecet in length. Very atir.ictive fixturcs and lighting foaturcs arc used and large
rear tea rooms, coupled with the regular lunchconctt. and soda fountain trade, are
stressed. The proseription douortment is the least conspicuous featur. of the
stor.s, whilc the soda fount.in counter is the most promincnt foaturc.

On vhe other hand, the Walgroen storus do not nogleet tho profussional
druggist atmospherc. Theo store and lighting fixturcs -nd the merchandise arc
arr nged so as to give the storcs 2 profussionnl charactor. Besides, cach store
nanagor must be a registered phormacist.

In advertising, thce Walgreen storcs usc an cxtensive "loder" policy.
They offer certain nationally advertised ~rticles such as tooth pastes, disin-
fectants, antiscptics, cte. at very lov margins, in order to draw customors to make
purchuses in other lines on which a high nurgin of srofit is obtrincd. In opening
its New York storus, the Company advertiscd 2 speeinl free offerof abox of national-
ly advertised products, sample sizes, including face powders, cold creams, candies,
toilet soaps, dentifrices, cte., with cvery purshase of $1 or overe. The Conpany
gives away about 3,000 of thesc sample boxcs at cnch storo opening,

As a rosult of truined sales suggestion 2nd combination commodity group-
ings, thc Walgreen storcs show an average salc of 60¢ to 65¢ per customer =nd on

sale days as high as $1.50 to $1.75. "Courtcsy Plus Sorvice" is cmphasized in the
handling of customcrs, and 2ll sales arc on a strictly cash basis.

3, Capitalization

The capitalization of the Company as 2t Junc 30, 1929, was os follows:

Authorizod Outstanding
65% Cumulative Preferred Stock (par valuc $100) 54,500,000 #4,500,000(a)
Minority Intercst in Subsidiery Companics - 279,104(b)
Common Stock (no par valuc) 1,000,000 shs.(z) 833,640 shs.(q)

(2) Includes about $373,625 par valuc of Preferrcd Stock hold for
resale in the troasurg.
(b) Preforred Stock w226,806; Coummon Stock $52,498.
(c) 88,597 sharcs arc rosorved for purchasc warrints outst .nding.
15,9285 sharcs arc ruserved for conversion of proferrod stock in 2
subsidary company 2nd of cmployccs' purchase warrants
outstinding.
61,858 shares arc ruscrved for general corporate purposcs.
(d) Includes a sm2ll amount of Common Stock hold for rusale in tho
tressury.

The abeve information has boen cbiaiaed frem sources we comsider reldable, but mo srrors, omissions or misstatoments sheh give rise to any right or claim againet us.
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On December 29, 1927 the Company sold thc above $4,500,000 par value of
6%% Cumumlative Preferred Stock, with Common Stock purchasc warrants, to Messrs.
Hallgarten & Co. and Merrill, Lynch & Co. for cash. The bankers then offcred to
holders of the old 8% Prcferres Stock of the Compeny the right to subscribe for
the new 63% Preferred Stock, sharc for sharc, on tho same terms as offered to the
public. Only $2,712,100 of the issuc was offercd for public subscription in
anuary, 1928, at 1083%.

The proceeds of this issuc of Preferred Stock we.c¢ used, in part, for the
rctirenent (at 103 and accrucd dividends) of $1,802,900 par valuc of 8% Proferred
Stock formerly outstanding; and to srovide for the further oxpansion of the
busineis.

The Preferred -Stook i3 redeemable, in wholc or in part, ot any time on =7
not less than 60 days' notice at $115 per sharc on or before December 31, 1935,
the price therenfter decreasing %1 each yexr until Decomber 31, 1942, after which
datc the redemption price is $107.50 per share. It has equal voting power with
the Common Stock - one vote per sharc.

Two detached common stock purchase warrants were sold with each share of
Preferred Stock, Each Warront cntitled the holder to purchase 1 sharc of Common
Stock as follows:

Year Price
In 1928 or 1929 $27.50
In 1930 or 1931 35.00
In 1952 or 1933 42,50
In 1934 or 1935 50.00

The Warrant Agrcenent appears to protcet the rights of the warrant holder
in the event of an incre sc¢ in the copitalization of the Company.

0f the 90,000 worrants originally sold with the Proferred Stock, 88,597
were outstanding 2s at June 30, 1929. There were also 15,925 shares of Cormon
Stock rcscrved for the eonversion of the sreferrcd stock of a subsidiary compeny
and for onmployces! purchase warrants.

Therc has ncver becn a substantial public offering of the Company's
Cormon Stock. In March, 1928, Messrs., Hallgarten & Co., Merrill, Lynch & Co.,
and Shieclds & Co., purchased from Mr. C. R. Walgrcen and his associates only
40,000 sharcs of Common Stock and offcred it te the pyblic at $44 por sharc. It
was greatly oversubscribed and immediatcly sold at a premiunm.

Since the recapitalization in December, 1927, the Common Stock has been
inercascd as follows:

: Rescrved for Rescrved for Subs. Co. Total
Comnon Stock Purchase Proferred & Employees' Outstanding

Date Outstanding Warrants Purchase Warrants & Rescrved
Die. 31, 1927 760,000 sharcs 90,000 sharcs - 850,000 shares
Jun. 30, 1928 766,354 89,646 - 856,000
Dece. 31, 1928 828,227 89,170 9,936 shares 927,333
Jun. 30, 1929 833,640 88,597 15,925 938,162

Since Decembor 31, 1927, the Common Stock outst-nding has becn inereased
by only 73,640 sharcs, or less than 10%, while sales and net profits have more than
doubled during thut period.

4, Balancc Sheet

The comparative consolidated balance shects of the Comany and its sub-
sidiarics as at Junc 30, 1929, December 31, 1228, Junc 50, 1928, Deccmber 31, 1027
and Dccomber 31, 1926, ar:s rcoported as followss

The abeve intormation has besn obtained from sources we comsider reliable, but no errors, omissions or msstatements shall give rise to any right or claim against us.
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ASSETS *Jun,.30,1929 Dees31,1928 Jun, 30,1928 Dec.31,1927 Dec.31,1926
Currcnt Assets:
Cash ¢ 1,561,442 § 1,314,220 $ 1,521,213 & 875,211 § 263,508

Trade Accounts, Ads:
vanccs on Merchan-
disc, & Sundry Ro-
cuivables R02,591  2,127,834(2) 308,936 375,448 208,137
I'Noteg,Contracts, Em-
ployces Stock Sub-
scriptions, etec. 47,463 35,9086 62,851 67,831 48,538
Merakandise at réetail
stores, warchouses &
factories, valued at
lower of cost or morket 5,597,821 4,439,526 3,086,279 _ 3,219,261 _ 1,945,538
Total Current Asscts § 7,409,317 & 7,917,286 § 5,051,279 $ 4,535,751 $ 2,465,521
Cash Surrender Valuc of

Lifc Insurance 66,220 56,550 33,056 24,601 12,643
Propaid Rent, Insurance,
Taxcs, Ete. 409,912 231,084 163,467 131,376 67,475

Treasury Preferred & Con-
non Stock (hcld for ro-
sale) at lover of cost

or narket 401,311 293,791 336,826 47,965 -
Investnents in Other
Comyanics (at cost) 326,702 665,651 Q15,448 = 211,146 61,250

Fixed Assets (at cost
less depreeiation &
anortization):
Land & Buildings 448,966 318,777 249,396 251,852 258,079
Equipnent - store, fae-
tory, warchouse, ote. 6,124,544 4,816,575 3,702,510 3,551,390 2,029,753
< Leasshdlds & Leasc-
hold Improvencnts 1,697,135 __ 1,105,698 _ 1,065,666 995,017 518,569
Total Fixed Assots 8,270,645 6,039,050 5,017,572 4,798,259 2,606,401
Goodwill, Storc Leases,

Orgcnization, cte. 1 1 1 1 1
TOTAL ASSETS 5i3,883,1081$15,205,413 10,817,647 & 9,749,099 $ 5,213,291
LIABILITIES

Current Liabilities:
Accounts Puyable $ 1,161,619 $ 1,204,232 § 639,536 & 540,617 § 448,071
Notes & MortgzgesPaycble (b)53,654 - (b) 6,611 (b)77,020 793,100
Emuloyccs! Investnent
Certificates 76,308 52,900 61,050 70,550 78,150
Acerued Salarics &
Othcer Expenscs 221,963 292,101 135,048 225,348 181,660
Provision for Federal
Inconc Tax 165,744 502,500 108,420 232,566 141,273
Accrual-Reserve for Fed-
eral Incone Tax 184,750 - 120,000 - -
Tot21l Currcnt
Liabilities $ 1,864,038 § 2,051,733 & 1,070,666 & 1,146,101 § 1,642,254
Preferred Stock 4,500,000 4,500,000 4,500,000 4,500,000 1,000,000
Minority Intcrest in

Subsidiary Cos. 279,104 - ~
Comnon Stock & Surjplus * 10,239,968 _8,601,680 5,246,981 _ 4,102,998 2,57
TOTAL LIABILITIES 916,883,108 $15,203,413 $10,817,647 & 9,749,099 § 5,213,291

Working Cagital $ 5,545,279 § 5,865,553 & 5,980,613 § 3,389,650 § 825,267
Currcnt Ratio 3.97 3.36 4,78 5.95 1.50

The above information has been obtaimed from sources we comsider reliable, but no ervers, omissions or misstatements shail give rise o any right or clulm against ws.
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Jun.30,1929 Dec,31,1928 Jun.50,1928 Docl31,1927 Docl.51,1926

Sharcs of Commion Stock:

Outstonding 853,640 28,R27 766,554 760,000 76,000
Rescrved for Purchase
Warrants outst.anding 88,597 89,170 89,5646 90,000 o

Reserved for Conversion
of Subsidizry Co.
Proferrad Stock and
Eiployaces! Purchase
Warr.nts 15,92

i

9,956 - - 5%

"Total Sharcs 958,162 927,553 858,000 850,000 76,000

#  Includes Economiccl Drug Co., formerly controllod by the Compony.

(a) Including ruccivoble arising from sole of e2 itol asscts (o roximately
92,000,000 of which w:s ruecived in cash during Jan. 1929)

(b) Assuncd in enpit.l jurchuscss

The finzncicl condition of the Company 23 at Junc 30, 1929 was cxecllent,
notwithstanding the extraordinary cox.cnsion of the Comsany's facilitics. Current
asscts (including $1,581,4:2 cash) unmounted to $7,409,317, as comuared with current
liabilitics of only 1,864,038, or a currcnt ratio of 3.97 to 1. Vorking ca.itnl
on Junc 30, 1929 amountod to 95,545,279 as comgarcd with £3,980,613 on Junc 30,
1928.

"Investnents in Other Conponics", carricd in the balance sheet as at June
30, 1929 at cost of (325,702, includes, anong other sceuritices, nombershins in
Foderated Druggists, a Massachusetts Trust, which forne a monufacturing and whole-
salc subsidiary of thoe Company. Each store of Walgreon Co., and Economiccl Drug
Con.ony owns a nombersihiy in the Trust, which is controlled by the Company.

Prior to Junc 30, 1929, "Investmonts in Othor Comuanics" inecluded over
76% of the coomon stock of Econonical Drug Company. This com.any has 20 stores in
Chicago, which arc contralled and dirueted by Walgreen Co. The Junc 350, 1929
balance shoet of the Comziany, however, includes the assots and liabilitics of
Econoniczl DPrug Comany.

"Fixed Asscts", carrioed in the balance shoet 2s at Junc 30, 1929 at
98,270,645, arc very conscrvitively valued, duc to the liberal deproeciation and
charge—off policy of the Conuony.

"Goodwill, Store Luascs, Orgonigation, ctel" have clways buon carricd in
the balance shects of the Comgany at the nominal valuc of §l.

The conscrvaiive aceounting olicy of the Congany is indientcd by the sale
of certain ca.itul .sscts during the list six nonths of 1928 for about 32,000,000,
2lthough no reduction a.cars in any of the capital asscts during thot period. It
is probable that the Com.any so0ld curtain leuscholds, store leises and/or land and
buildings, which were carricd on the Couijany's books at very low or noninal
valuations, for this substintial sun.,

8. Sales and Earnings

The consolidated net sales 2nd net eirnings of the Comonny and its
subsidizrivs, cxcluding Economical Drug Co. and Federated Drugsists, for the
g8ix yeor puriod conded Deeuiber 31, 1928, and for the first six nonths of 1929 as o~
con.ored with the sanc Leriod of 1928, follows:

ts shall give rise to any right or claim against us,
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Six Months Ended

Yoars Ended Dececuber 31

Jun. 30, 1029% Jun.50,1008%

1923#

1927#

Net Sales $21,001,p54¢ ;13,657,310 $31,589,313 $20,892,957
Cost of Sulos 12,717‘575 8,&8*,017 19,¢50,64: _13,001,291
Gross Profit 8,283,579 9,371,725 12,158,689 7,891,666
Store Ex.ense 3 . , 5,634,746
Coneral & Administrative Ex}.g 6,482,205 4,209,820 8,860,421 279,293
Deproeistion on Buildings
& Dguipnent 234,061 145,28 313,715 229,828
Anortization of Leascholds &
Insrovenents thorcto 79,409 54,017 90,185 65,009
Totil O.croting Deductions _ 6,797,668 4,409,126 9,264,321 6,206,676
Net Profit from O_.crations ,185,913 962,597 2,891,3:8 1,684,991
Othcr Inconc 223,800 232,782 £84,976 127,594
Net Profits befor. Othoer
Chargus 1,709,713 1,195,379 5,179,324 1,812,585
Other Charges 21,807 33,495 9,400 76,399
Net Profits bofore
Minority Intcrosts 1,687,908 1,164,974 3,084,924 1,734,186
Portion of bubsidiary Cos.!
Lo3ds “Applicable to
Minority Interosts 2,795 - — -
Not Profits before In-
provenents to Loased
Buildings & Fuderal
Incon: Tax 1,690,701 1,164,974 5,084,924 1,734,186
Insroveacnts to Loased Bldgs.(a - - - -
Federal Inconc Tax 184,750 1 832,500 232,953

Net Profits

% 1,505,951

;' l,

120,00¢
4,974

w0

b

Years Ended Deecciber 31

5 2,752,424

£ 1,501,253

19264 19255 19244 1923
Net Sales wls 494,878 9,519,794 & 5,588,443 § 3,614,349
Cost of Soles 8,487,249 8. 117,507 5,610,502 24,494,568
Gross frofit 5,006,929 3,202,287 1,975,941 1,119,784
Stor. Exsensc 5,521,889 2,565,285 1,416,690 906,038
General & Adninistrative Exp. 152,168 82,565 49,347 40,406
Deoreciation on Buildings &
Equipment 142,758 2,194 42,049 27,974
mortization of Leascholds &
Inprovenents thercto 2%,418 - - -
Tot2l Ojcerating Deductions 5,861,2c9 2,520,084 1,508,086 97,418
Net Profit fronm O_crations 1,125,700 682,243 457,855 145,376
Other Inconc 91,728 91,520 70,110 87,259
Net Profits befors Other
Chargcs 1,237,428 773,785 537,968 232,635
Other Chargus 77,858 49,876 6,382 8,204
Net Profits bufore Minority
Intorests 1,159,570 723,887 531,583 224,431
Portion of Subsidiary Cos.! Loss
A p1licable to :inority
Intcrest = = ~ =
Not Profits buforce Imgrov u;bnts
to Leaded Bldgs. & Feder
Incone Tax 1,159,570 723,887 531,583 24,431
Ingrovenents to Leasced Bldgs.(a) - 91,412 38,351 7,548
Fudur-l Incone Tax 153,563 Tty 148 54,112 25,248
Not Proiits $ 1,006,207 4 558,526 3 439,110 191,6%%

¥  Compony figurcs, which diffcer fron the

Diggounts® .
# Auditcd figurcs
(2) Beginning

~udited figurcs in that "Cash & Quantity
are excluded fron "Caost of Sales" and included in "Othur Incone"

with 1926 the Conany adotud the policy of ea italizing le

improvencents and anortizing thenm ovor the 1life of the leasc.

The abeve information has been obtaimed fvem seurces wo comsider reliabie, but ne errevs, missions or misstatoments shail give rise to any right or claim against us,

nschold
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The growth of the scles and not srofits of the Conpany since 1923 is
shovn heros

4 Por Cont of Not Sales
Znded (4, Per Cent Por Cont Gross Operating Net
5151 Pt Not Salos Increase MNet Profits Increase Prosit Peofit Profit
222 o e A 5,614,319 o1 191,634 30.98%2 4.02% 5.30%
1985 & 5,586,443 54.8 439,110 129.1% 35.37 8407 7.86
1925 &1 9,319,794 66,8 588,326 £1) 34436 782 5.99
1926 2k 135,494,878 44.8 1,006,207 G A a7.10 8.49 7.46
1927 13§ 20,892,957 5i.8 1,501,253 49,2 37.77 8.06 7.19
1928( lqhw 31,389,313 50.2 2,752,484 83,4 38,74 9,22 8.77
1929(258)Y 28,400,000~ 53.0 Py 5.0 885 9.25 8.30
i Yo, ip0p% @ S 136t

lst 8 nmoes,

19:8 13,857,340 - 1,044,974 - 59.33 7.05 7.85
lst 6 nos.

1922 21,001,554 £3.8 1,506,951 44.1 39.44 7.08 117

The Comgany wublicly recorts its sales cvery nonthe. The published sales
for the first six z-nths of 1929 anounted to we1,000,242, as congsarcd with
$14,225,646 for the some woriod of 1928, or 2n increase of 47.6%. The sublished
scles for the first six nenths of 1928 are higher than the figurcs rcoortad by
the Comuany in its soni-annual rejort. It is ‘robablc that the sales of eertain
comyanics aequired in 1929 orc now ineluded for the sape woriod »f 1928.

Soptauber stles ancuntod to w9,926,815, as conarcd with 52,644,030 in
Septenber, 1928, an inercasc of 48.5%. Sales for the first nins nonths of 1929
anounted to $33,108,025, =8 corpar.d with weR,285,285, an increasc of 48.5%: Last
yecr solee for the first ninc nonths of 1928 iero reportud 28 $21,397,999, so
thot salus for the first ninc uonihs of 1929 rcally show an inercasc of 54.7%
over thosc of the same period of 1928.

Not profits are very conscrvatively reported after liber il charges for
deproeiation, repairs, cte. The Uon,.ony charges off{ deproeeiation on stondard
cquipnent 2t rotes varying fron 65 to 20% per annun, depending upon tho class of
cquipnent. Itcns of equipment which arc of short 1life or which arc of small value
and easily removable, arc not classed as cquipnent but arc charged off cither
currcntly or over a period of a fow nmonths., Such itens include linen, cutlery,
small nmisecllancous fountain itons and window trimming 1light cquiincnt. The
average charge-off rate for 21l such it.ms is sbout 150% jer year. 1In other

words, thoy arc conplotely written off in about ninc nonths., A very conscrvative ’
policy is also followed as to repalr charges, which in uractice include nany ¥

items which nmight be classed 2s butternents, Iaprovements to lozscholds arc in
part eapitalized, and written off during the 1ifc of the leasc.

As a rcsult of suech consorvative accounting ;racticus, eoupled with the
rapid expansion of the Conpny's freilitics, roported not profits ar. probably
under-st.ted. The extroordinary growth in the nuwiber of now storcs opcned in
r.cent yvars has undoubtedly burdencd tho expense account of the Coujrany without
a compensating inercase of sales. The a2cquisition »of oxisting choin drug organi-
zations during the past year has also buen 2 burden on the Vompsany's oxpoensc
account, because in several instincoe the Cou, any has r.modeled and r.furnished
the storus zequircd to conforn with the general arrangonent srevailing in the
Conpeny's other storcs.

biiai 4 poparkable featurc of the Conzany's growth is tho ability of thu
managenent to mor. than double sales every tuo years, while cach year's net profit
has racticnlly equalled the sun of the net profits of the proceding two yoors,

The remarkable efficicnoy of the nanagonent is roflected in the steady
inercasc in the pereentage of grose profit and opcrating profit to net sales,
deszite the considerable crgense connected with the rapid expansion of the
Conpany's faciliiiaa.

t or claim sgainst ws,

y rig
ion has beem o m urces we conslder roliable, bu rrgrs, omlssiens or tatemen al g 0 an,
The apove infermatiol btained frem so roliable, but mo errers, o fens nHsatate ts oh ive rise 1o righ
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The average sales per store and the nverage opernting profit per store
since 1925 are shown here:

Year Ended Average No. of weles Operating Profit
BEcs B Steres Operzted Der siore per Store
1923 36 $100, 599 $ 4,038
1924 50 111,789 9,357
1925 69 155,069 9,888
1926 96 140,872 11,934
1927 135 184,763 12,481
1928 190 165,207 15,833

It is evident that the physical growth of the Company hag not been too
rapid for sales and operaling income to keep poce with 1t.

The efficiency of the Compony as coupared with other leading drug store
chains, is shown in the following table:

1928 lizlzreen Liggott Owl Peoples
Sales per Store $185,207 %140,000%  $185,000 $177,000
Operating Profit per Storc 15,283 # 9,500 12,100
Operating Profit, % of Sales 9.22% # 5.02% 6.80%
Net Profit, % of S5ales 8.77% # 5.95% 6.56%
Inventory Turnover T 7 5.60% 4,95 5,60

#* Estimated
# Liggett's gross profit is botwecn 30% and 35%, ac compared with about
58 S e : o ] ):
40% for ¥algreen.

The Company is unquestionably the best managed chain drug store organization
in the country.

Estimated net profits this yeor of $4,000,000, are equ2l, after preferred
dividends, to a2bout $4.50 per share on the 833,640 sharcs of Common Stock out-
stonding on Junc 30, 1929.

On the basis of the Compeny's past record, current growth znd future |
prospects, it is rensonable to estimate net sales in 1930 at over $65,000,000, an
inereace of 35.47 over 1929, and net profits at over $5,300,000, an increase of
52.5% ovor this year. BEstimoted net profits of over $5,300,000 in 1930 are equal,
after preferred dividends, to over $8 per share. It is expected that iialgreen Co.
will be the largest chair drug store syctom in the country in 1931.

6, HMarket Rccord

The Preferrcd Stock of the Company is listed on the New York Stock
Exchangs, but the Common Stock is listed on the New York Curb Exchange. The
floating supply of Common Stock is smnll, since the bulk of the stock is owned by
Mr. C. R. Walgrcen, the dircetors, and zmployees. The only roason that the Common
Stock is not listed on the New York Gtock Lichanze is that the stock does not
have sufficicnt disteibution.

An initiel public offering of Coumon Stock wig mode in March, 1928, when
Messrs. Hallgarton & Co., Morrill, Lynch & Co. and Shiclds & Co., offered only
40,000 shares to the pubiic at (44 pcr share.  This price vas equal to 27.7 times
the reported 1927 earnings of (1.52 por share.

In the Junc, 1928 recction of th2 genercl markcet, the stock sold as low
28 37 1/8 on June 13, - couxl *o 23.3 times the previous vecr's earnings. A steady
recovery then ensued Yo 102 1/2 on December 4, égral to 64,5 timos the previous
year's earnings and to 34.5 times the 1928 earnings of $2.97 per share (which were
not known at that time). In the Decewber, 1928 reaction of the general market, the
stock sold down to 78 1/4 on December 10, but then recovered to 87 1/2 at the
close of the yeor.

The abeve information has been ebtained from seurces we oconsider reliable, bui mo errors, omissions or misttalements shall give rise to any right or cialm against us,
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During the arch,1929 rezction of tho general market, the stock sold as
low as 71 1/4 on March 26, equal to 24.0 times tho previous year's carnings. It
thon recovered to 91 3/8 on ilay 10 and in the market reaction lator in the nonth
sold down to 82 on May 28. Tho stock then rose stoadily to 107 7/8 on Sctember 6,
ond in the Septomber-October reaction of the generol markot it sold down to 90 1/4
on October 3. In view of the pronounced wotkness of tho goneral market during this
veried, the stock has acted well norkotwisc. At oresent (October 3) the stoek is
guoted 90 1/4 bid - offerod at 91.

During the first ninc months of 1929 the volume of sales on the Hew York
Curb Exchange avernged about 17,000 sharcs per nonth. In Scptenber about <e,000
shares were traded in.

At the present price of 91, the stoeck is sclling ot only 20.2 tinmcs prob-
2ble carnings of {4.50 per sharc this year. On this basis, thc stock appears
atiractive, in view of the limited floating supoly, the rapidity of expansion and
the promising prosgcets for the futur. grovuth of the business. In foet, the stock
has usually sold betweon 24.0 and 34.5 tines carnings. Ih ny opinion, tho stock
should be purchased at sresent levels and noever sold until the oxpansion Jolicy of
the Comyany ceascs.

7. Dividend Rocord

Regular dividends have boen paid on the Preferred Stock since issuance.
No cash dividends have been ;aid on the Comnon Stock since January 1, 1921. In
fact only {78,900 in the aggregate has been paid in cash dividends on the Common
Stock since 1916. It has been the Com_any's policy to "ulow back" into the
business all sur.lus carnings aftor Jrifersed dividends,

8. “anagement

The managenent of the Comuany is exceedingly able and ranks as the best
in the chain drug storc business in tho country. The Dircetors of the Company are
as follows: ;

C. R. wWalgrcen, President

Ay G Thorsen, Vice-Prosident & Treasurer
H, Goldstine, Scerotary

J. B, Ward

R. G. Schaitt

C. R. lialgrcen, the founder of the busincss, has been largely rosponsible
for itvs rcmarkable succcess and expansion. He is middlc-aged and is actively in
charge of the Compony's ouerations. He a.0s00rs to combine the faculty of giving
closc ctiention to detail with the ability to build up a large and strong orgon-
isation.,

A, C. Thorsen, who is niddle-nged, hus been associatoed with Mr. Walgrecn
since the organization of the prosemt Company in 1909, H, Goldstine, J. B, Ward,
and Re G. Schnitt have 21l been associated with the Con,any for a long period of
yeL'LI‘S .

The econtrel ond nanagenent of the Comjany is cntir:ly in the hands of Mr,
walgreen and Mr, Thorscn. These nen have apgparently dovoted their lives to the
develognent and expansion of the business. They arc primarily intorested in the
growth of the Comany.

Wp, Walgrecn and his associates are the largest owuncrs of the Comnon
Stock. They sold only 40,000 sharcs in ilarch, 1928, to Messrs. Hallgart.m < Co.,
dorrill, Lynch & Co., and Shiclds & Co., who offured the shares to the yublic. It
is a striking fact that nonc of these importint banking housce is represented on
the Board of Dir:ctors.

On October 31, 1928 it was officially st .ted that only 217,309 charcs
of Common Stock, or 27.2% of the total outstinding at th:t tine (798,291 share:s),
were in the hands of the jublic, e¢xcluding Officeors, Dircectors, Agents or Syndicate
donagers, and that this stock was distributad anong 5:8 stockholders. On Fubruary
%, 1829 the Company reported that 4t had 1,082 Preferred Stockholders and 810
Common ~tockholders.

t or claim agaimet us,
The aheve information has boen obtained from sources we comsider reliable, buil mo errers, omissions or missiatements shall give rise to any right or ag
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9. Conclusion

Walgrecn Co., the sccond largest drug storc chaim in the country, has
shown o ronarkable growth in both sales and net carnings during recent yerrs. This
growth is cxpceted to continue @8 the drug storc busincss is one of the least
¢xloited in the chain store field and the Company has an able and aggrossive
ncnagouents  Net profits this year arc estimated at about $4.50 ser sharc of
Coumon Stock, as comarcd with (2.97 jer sharc in 1928. 4t the uresent ricc of
91, tho Common Stock a,_.czrs attractive in vice of the indications of officiont
nancgenent and strong financial condition, and the prosgecte for e rolid growth
in the Comany's facilitios.

C. C. LATOUR

CCL.FCS
OCTOBER 3, 1929.

The abeve informatien has besn ebtained from sewrves wo consider reliable, but ne erers, omissions or misstatements shall pive rise o amy right or olaim against us,






